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The Operating

Policies

Purchasing

and Practices

of

Cooperative

Associations In Mississippi

By LEWIS

P.

JENKINS

CHAPTER

I

INTRODUCTION
Cooperative purchasing associations
have been in operation in Mississippi
The Farmers' Allisince about 1890.
ance, organized along fraternal lines,
started several purchasing associations
very similar to the present day purchasing association. These associations
were short-lived and by 1900, they
were practically out of existence.

In

the

early

1900's

the

Farmers'

Union was organized in Mississippi.
During the time of this development,
local
were organized which
stores
handled staple commodities needed by
farmers.
These purchasing associations were also short-lived since they
followed such practices as: operating
without adequate finances, engaging in
price slashing and price wars, and being
operated by politicians in many cases.
As a result of the above type of operations, purchasing activity among cooperatives was very slow to develop

from 1915 to 1920.
With the depressed

conditions in
Mississippi in the early 1920's purchasing cooperatives again came into existence.
This development began with
various county agents starting small
farmers' associations that purchased
mostly fertilizer.
By 1923, these associations were organized under the
Mississippi Farm Bureau Federation
which was a wholesale purchasing and
marketing unit. The local associations
were called County Farm Bureau Cooperatives.

Up until 1936. the purchasing units
continued to operate under the above
name. They then reorganized and took
name

the
^

County

of

(AAL) The

initials

A. A. L. in parenthesis

Cooperative (AAL) and became a part
the present Mississippi Federated
cooperatives (AAL) which took over
the wholesale activities previously carof

ried

on by the Mississippi Farm Bureau

Federation (AAL).i
Since 1936, there has been no change
in status of the purchasing associations
described above.

There has developed

since 1940, however, the Delta Purchasing Federation with its five local units.
There are also several local associations
that operate individually and have not
affiliated with either of the federations.

At present there are over 50 purchasing associations in operation in Missis-

They have an average member-

sippi.

ship of over 1,000 and an annual volume
of business that exceeds five million
dollars.

These purchasing associations have
principally in the Upland
areas of the state, however, there has
been a recent development of these associations in the Delta area.

operated

The purposes of this study of purchasing cooperatives were: (1) to provide recent information for instructional purposes in college courses in cooperation; (2) to provide workers in
the agricultural field with recent information
concerning
the
existing
framework of associations and the services being performed by them; and (3)
to provide managers, directors, and
members of cooperatives with information that would enable them to make
a better evaluation of their individual
associations. In view of these needs the
study was undertaken to fill in part
mean

"Agricultural Association Law."

Any

association incorporated under the Agricultural Association Law of Mississippi passed in 1924
and amended in 1930, must include the initials (AAL) as a part of its legal name.

Mississippi Agricultural Experiment Station Bulletin 491

6

may

the gap in the lack of present-day information relating to purchasing co-

alysis various degrees of efficiency
be pointed out.

operatives in Mississippi.

ization

The data upon which this study is
based were obtained in the summer of
1949 by the survey method and from
annual audit reports of the individual
associations. An 80 percent sample was
drawn consisting of 40 purchasing as-

policies of purchasing cooperatives.

sociations (Figure

The objectives

of the study

may be

stated briefly as follows:
1.

2.

tions

To study and evaluate the organand operating practices and

To analyze the business operaof the cooperatives and determine

the relationships among the practices
followed and strength or weakness of
the associations.

The business

analysis has been

by using the method

of ratio

made

compar-

This contrasts the least favorof cooperatives and the
most favorable group, with the average for the entire group. The significance of each ratio is presented together
with both its possibilities and its limBy making this type of anitations.
isons.

able

group

1).

Information obtained by the survey
method pertained to general operating
practices and policies and was secured
by personal interviews with the managers of the associations. The information concerning the operating ratios was
obtained by making a copy of the annual audits of each cooperative for
three years of operation, 1946-1948. In
making the analysis of these data the
three-year average was used.
Four
cooperatives out of the 40 studied were
excluded from the ratio analysis since
adequate records for three years were
not obtained.

CHAPTER

II

THE POLICIES OF ORGANIZATION AND OPERATION OF
PURCHASING COOPERATIVES IN MISSISSIPPI
Years of OpGration
The number of years of continuous
operation by the various cooperatives
ranged from 23 years to less than one
year. There were two major periods in
which cooperatives were organized in
Mississippi: 1934-1938, and 1944-49. In
the former period 15 of the associations
were organized or reorganized, while in
the latter period 19 were organized.

There were only five associations in
operation that were organized before
1934.
They were organized in the period of 1925-1931.
The remaining association

was organized

in

1941.

The

organized in 1934-1938
have been in operation for an average
of 13.5 years, while the 19 organized in
1944-49, had an average of three years
of continuous operation.
The five organized before 1934 had an average of
19 years of continuous operation.
The
average number of years of continuous
operation for the entire group was

cooperatives

slightly more than nine years. Twelve
of the 40 associations had been reorganized since their original charter

was granted.

Agencies Organizing the
Cooperatives
The initiative of the farmers and the
county agents working together was responsible for the organization of 22,
or 55 percent, of the associations (Table
The farmers working alone were
1).
responsible for organizing 17.5 percent
of the cooperatives.
The farmers and
Mississippi
Federated
Cooperatives
(AAL) working together were responsible for 15 percent of the cooperatives
being organized.
A combination of
farmers, Mississippi Federated Cooperatives (AAL), and county agents was
responsible for organizing 7.5 percent
of the associations. The remaining (five
percent) associations were organized as
the result of the initiative of a com-
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Table 1. Agencies taking Ihe initiative in
organizing the cooperatives.

Number

of
associations

Agency or agencies

organized

Farm'ers and county agents
Farmers alone
Farmers and Mississippi
Federated Cooperatives _
Farmers, Mississippi Federated
Cooperatives, and county agent— .Others
Total

were: Farm Security Administration,
Tennessee Valley Authority, and Seed

Loan Association.

These agencies parthe organization of the
cooperatives in order that they

ticipated

four

might have some local agency

them

—

40

bination of the farmers, Farm Security
Administration, and Farm Bureau Federation.

farmers and obtained the necessary
funds to be used for traveling expenses,
paying for the charter, and other incidental expenses.
The Farm Bureau Federation provided funds for organization in five of
the cooperatives.
In these cases the
cooperatives grew out of the old Farm
Bureau Federation that started about
1920.
In two of these cases the cooperatives were called the County
Farm Bureau Association until they
were re-chartered and renamed. In
three of the cooperatives county agents
contributed the necessary funds for
organization. The Mississippi Federated Cooperatives (AAL) were the source
of organizational expenses for two of
In three associations
the associations.

farmers.

were taken from donating
Later

when

the organization

was established, Certificates of Equity
were issued to these farmers for the
amount that they had donated previously.

Other agencies that aided in furnishing funds for organizational expenses

aid

out their particular
program. In two associations information on how their funds for organization were obtained was not available,
because they were operated by new
managers who had not learned how the
original funds for organization were
secured.

Funds For Organizalion
for organizing 21 of the associations were obtained from private
individuals (Table 2). Usually the associations took a collection among the

to

in carrying

Funds For Investment

Funds

collections

in

The source

of funds for original investment is very important since it
plays a major role in the actual opera-

tion of a cooperative association.

sources employed in securing
funds are presented in table 3.

The
these

The practice of using accumulated
savings for financing was most prevalent.
This method involved starting
with an unusually small amount of
funds, securing the goods on time, and
then making payment after the goods
were

sold.
Financing associations by
using accumulated savings may retard
the development of the organization.

For example,

if

an association needed

some seed-cleaning equipment to render a needed service, it
might have to wait for quite some time
before enough savings could be accumto

install

ulated to purchase the necessary equipment. The delay involved could easily
be a handicap to the most economical
development. There is also the possibility that the financing of cooperatives by the use of accumulated saving?
might fail to create an interest of self
ownership among the members of the
association.
Table

3.

Sources of funds for original invest-

ment purposes.
Table 2. Source of funds for expenses incurred in organizing cooperatives.
Contributors
Number

Accumulated savings

Private individuals

MississioDi Federated

I

Farm Bureau Federation —
County agents

Cooneratives

—

U nknown
40

Total

ber

I

._.

Private banks

Other sources

Dthers
Total

I

______

Certificates of Indebtedness
Bank for Coooeratives

_

Certificates of Equity
Mississippi Federated Cooperatives

Unknown

NumAgencies

_

-

I

I

Percentage

11

27.5

6

8
8

15.0
20.0
20.0

3
2
2

7.5
5.0
5.0

40

100.0

Operating Policies and Practices of Cooperative Purchasing Associations in Miss.

The associations using the method of
issuing Certificates of Indebtedness to
raise funds for original investment were
the only ones that actually obtained
money directly from their members.
The associations following this practice
canvassed the producers and issued the
Certificates of Indebtedness for the

amount of money received from the
This method would seem
members.
offer the advantage of creating a
stronger interest of the farmers in their
cooperative due to their expressed interest in the form of money advanced.
to

The cooperatives obtaining funds
from the Bank for Cooperatives could
not obtain all of their funds from this
source since only a certain percentage
of the total could be borrowed.
However, this source was listed as the major
one used by the third group (Table 3).
In

the cases

where the Mississippi

Cooperatives (AAL) were
listed as the source of credit it was
indicated that the cooperative must
first put up part of the necessary funds
similar to the requirements made by
the Bank for Cooperatives.

Federated

9

tended from the Mississippi Federated
Cooperatives (AAL), commercial banks,
personal notes of the manager, and
credit secured from other local cooperatives.

Thirteen of the 40 cooperatives reported that they had enough money
for operations throughout the year. The
remaining 27 reported that they had
to borrow money for operations for a
short period of time. The major source
of this credit was from the Mississippi
Federated Cooperatives (AAL). By an
agreement between the Federation and
the local cooperatives that are members
of the Federation, the locals are allowed to purchase goods from the Federation on a 30- to 60-day credit plan.

Under

this credit arrangement tSie associations could build up a large inventory in their peak periods of sales

and meet the needs of their members,
even though their local funds were inadequate to do this.

Only

five of the associations secured

credit for operation

from sources other

than the Federated Cooperatives.

Funds For Operation

The

sources of credit for these associations

Funds for operation of the cooperawere obtained through credit ex-

tives

were from commercial banks and from
other local cooperatives.

CHAPTER

III

MEMBERSHIP COMPOSITION
Number

of

Members

There were over 57,000 active members in the 40 cooperatives at the end
of the fiscal period, June 30, 1949, or
an average of about 1,600 per associa-

The number would have been
much greater, if the inactive members,

tion.

who have

equities in the associations,

A further classifiindividual associations,

had been included.
cation

of

the

by number
Table

of

members

is

shown

membership.

the largest

in

have concerning accepting new
bers.
fee,

the variation in the number of members in the various cooperatives.
In
most cases, the associations that had
been in operation for several years had

mem-

They require either a certain
acceptance by the board of direc-

tors, or a combination of both.
In five
of the eight associations reporting less
than 500 members, a membership fee
ranging from one to ten dollars was

Table

Distribufion of cooperatives accord4.
ing to membership.

4.

There were two important reasons for

The excep-

tion to this may be accounted for by
the limitations that some cooperatives

Number
NTumber of

of

Average

coopera-

member-

tives

ship
245

members
Under
500

-

1,000
2,000

500
999
-

1.999

-

-

-

and over

......

8
8
12
12

741
1.427
2.693
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required, in conjunction with being approved by the board of directors. This

on membership tended to
keep the number very small. Usually
the associations having the largest
membership had a very lenient policy
of accepting members.
The lenient policies included such
restriction

practices

as

counting

all

patrons

as

members or by asking the patrons to
sign a membership application with
immediate approval by the manager, or
by unquestioned approval by the board
of directors at some later date.
All of the associations reported a
gradual increase in membership as the
age of the cooperative increased. However, the associations having less than
500 reported that their membership increase was not as rapid as the other
groups (Table 4).

Compositian of Members and
Attendance
The composition of membership
seemed to have some relationship to
the average attendance at the annual
This relationship is shown
meeting.
in table 5.
possible that barbecues and
a large attendance to the
annual meeting and gave the second
group the best average attendance. Also, the cooperatives having the highest
percentage of landowners as members
It

is

drew

picnics

had

higher

a

percentage

attendance

when

associations other than the ones
giving barbecues were considered. Associations following the practice of
membership selection also had better
attendance.
In this method of selection the board of directors refused

were selected they probably represented a more interested group and, therefore, tended to go to the annual meeting.
Even though it is hard to establish any relationship between a high
percentage attendance in members and
strength of the cooperative it is
that this does contribute some
strength to the association.
the

likely

Twenty-three or 57.5 percent of the
associations actually had less than 12
percent of their membership at their
annual meetings. Fourteen of these associations had an average of less than
five percent of their membership present.
Two of the associations in this
group actually had only one percent of
their members present, and one of these
associations
reported that members
were called in from the street in order
to get a sufficient number to constitute a quorum. It should also be noted
that the number of members which
constituted a quorum was very small.

When
call in

stated

why it was necessary to
members from the street, it was
that the members were satisfied
asked

with conditions as they existed, and
that they did not care to devote any
of their time to the meeting. When this
condition exists there may also be a
lack of interest on the part of all concerned in the operation of cooperatives
of this type.

The managers who could report a
large percentage attendance seemed to
be very proud of the fact. It is believed that they felt an informed and active membership was desirable.

Informing Members
The method employed by the

associa-

disseminating information to
the members resulted in various combinations which are shown in Table 6.

membership to persons whom they felt
would not be good cooperators. In
most cases their membership was com-

tions

posed of

The associations resorting to annual
meetings as the only method of informing their members usually followed the policy of reading the annual financial statement, and voting on a few
matters pertaining to the operation of
the association.
Only an average of
about two hours was spent in these
meetings by most of the associations.
With only one meeting of this type

vSince

less

than ten percent tenants.

members

in

these

associations

5.
Composition of membership in relato average percentage attendance at
annual meeting.
Number Average
of
percent
Percent
cooperaattendlandowners
tives
ance

Table

tion

Below

50

74

50

-

75

and over

^

5
18
17

10.0
23.0
20.0

in

H

Opeiating Policies and Practices of Cooperative Purchasing Associations in Miss.
Table 6. Methods used by cooperalives in
disseminating info rmalion lo mem bers.
Number
Method used
Annual meetings and personal

Annual meetings
Annual meetings
Annual meetings
Annual meetings,
and periodicals

only

and periodicals
and field service

.

Total

sonnel

per year it seems that this method of
informing the members concerning the
operation of the cooperative is very

weak.

Twenty percent of the associations
used the method of personal contact
and annual meetings as a means of informing members about their organization. Use of personal contact consisted
of discussions

between the manager and

the members as they
cooperative to trade.

came

into the
In most cases
this type of education consisted of discussing the price of various commodities needed by the farmer, possible
market outlets for the farmer's products, and the needs in general of the
farmer.

The group using the combination of
annual meetings and periodicals represented 15 percent of the total. The
periodicals consisted of the Mississippi

Federated

Coop

News

monthly publication

which

is

a

of the Mississippi

Federated Cooperatives (AAL), mimeographed material by the individual cooperative,

pamphlets
different

and
left

various

advertising

with the association by

business

establishments.

The Mississippi Federated Coop News
furnished information about the loan
prices for cotton, prices of other products handled, methods of preparing permanent pasture, information on some
of the local cooperatives, etc.
This
house organ presented information that
was very helpful in informing the
membership about cooperation.
The fourth group combined field
service with their annual meetings by

carrying out field demonstrations with
the
farmer.
These demonstrations
were primarily a means of selling such
articles as lime spreaders and other
commodities used in the demonstrations.

individual cooperative.
several of these news
letters it was found that they contained such items as the method of allocating net margins, volume of business of
the association in various commodities,
prices of various commodities, and other pertinent information concerning its
activities.
This type of educational
program had much to offer in enlightening the membership and is worthy
of consideration in this phase of cooperative policy.
The group presented as "other" in
table 6 used various combinations of
methods such as field service, periodicals and annual meetings, and personal
of

the

Upon reviewing

40

-

mem-

which was a monthly news letter published by the manager and other per-

5
5

-

group informed their

7
6
5

personal contact

Others

fifth

8

|

contact

The

bers by annual meetings, personal contact, and periodicals.
One association
was publishing its own periodical,

contact.

Four associations using the annual
meeting as the only means of informin
the membership actually had the
lowest attendances at their annual
meetings, with attendance, of one, one,
two, and five percent, respectively.

Other Membership Functions
In order to become a member of
the association 30 of the 40 cooperatives
reouired the person trading with the
association to sign a membership card,
which was approved by the manager
at that time or by the board of directors at a later date.
Two associations
followed the practice of including on
^he sales slip an application for membership, thus, when the member signed his name to the sales slip he automatically became a member. Seven of
the associations charged a membership
fee of one dollar or deducted the first
dollar that accrued to the individual's
equity account. This requirement was
more common in stock associations than
in non-stock associations.
One of the
associations required the person to pay
a membership fee of ten dollars in order to become a member of the organization.
In 13 cooperatives the manager approved the membership applications.
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In 25 the board of directors passed upon the members, but in most cases this
was more of a formality rather than

any form

of

membership

selection.

The

remaining two associations considered
all persons who traded with the association as members and therefore, no approval was required.

Each member was allowed one vote
in all matters voted on by the association in special meetings or regular an-

nual meetings.
Several associations were completing
their files of active and inactive mem-

bers at the time of study.

The

inac-

ones who had
equity in the association but had not
done any business with the association
in two years.
This list was being prepared in order that a person must be
actively engaged in trading with the
association in order to have a voice in
the operation of the association. This
procedure, however, did not affect his
equity in any way, since all cooperatives must treat members and nonmembers alike in returning the patronage refund.
tive

members

were

CHAPTER IV
THEIR RELATIONSHIP TO THE

DIRECTORS AND
COOPERATIVES
Number

of Directors

and Terms

der the best service.

of Office

tive ranged
Twenty-nine
died had seven members on the board.
Only three had less than seven while
There
eight had more than seven.
seemed to be no relationship between
the size of business and the number
The associations having
of directors.
15 to 18 directors were some of the
larger associations in volume but other
associations having only seven directors had comparable volumes.

Thirty-one of the cooperatives elected the directors for a period of two

and

practiced

the

to ren-

With the small

number

of directors per cooperafrom five to eighteen.
of the cooperatives stu-

The number

years

on the cooperative's structure

staggering

Seven of the asof election.
sociations elected their directors for a
Of the reterm of only one year.

method

maining two cooperatives, one followed
the practice of electing the directors
for a period of three years, while the
other elected its directors for an indefinite period.

When cooperatives do not follow the
staggering method of election it becomes possible to have a completely
new board elected at one time. This
may not be to the best interest of the
cooperative, since new board members may not be well enough informed

of members attending the annual meetings in some of the associations it would be possible for an organized faction to step in and gain control
of the association by electing a completely new board from their group.
Even though it is possible for an entirely new board to be elected at one
time, the turnover of directors was
very small. Most of the cooperatives
reported that the majority of the board
members had been serving for several
years.

The field schedule used in this study
did not contain a question relating to
the ages of the directors. However, the
question was discussed frequently with
the managers and all indications pointed to an elderly group of directors.
Many of the men who were directors
aided in organizing the cooperative.
No doubt they were well qualified to
fill the positions.
However, it seems
that some young men should be trained along with this older and more experienced group in order that there will
always be a well trained and qualified
board. Two associations in particular
mentioned that they had elected some
young men and that the combination
of elder directors and men around the
age of thirty years was working very
satisfactorily.
This suggestion, how-

Operating Policies and Practices of Cooperative Purchasing Associations in Miss.

ever,

is

made without any

data to support

its

concrete

validity.

There seemed to be no direct relationship between the number of directors and the average attendance at
the meetings (Table 7). The cooperatives having nine directors had the
lowest average percentage attendance
The cooperatives
at annual meetings.
with eleven or more directors had the
second lowest average attendance. Cooperatives having only five directors
had the highest attendance of their
board at the meetings while the cooperatives having seven members on
the board had the second best attendance record. The variation in attendance was probably due to distance of
travel and convenience to the meeting
The cooperatives having nine
place.
or more directors, usually elected directors from various areas and therefore, the distance that they had to
travel probably reduced the attendance at the meetings.

board of

meeting by the
directors fell into two major
of

jroups. Twenty cooperatives reported
that their board met quarterly while 17
reported that their board met once
each month. Three of the associations
stated that their board met quarterly
and also when special meetings were

This group had an average of
nine meetings per years. One association reported that their directors met
onlv every two years.
In this latter
case the association was very small and
the county agent carried out most of
the program of purchasing and handling the supplies of the cooperative.
This same association elected its directors for an indefinite time, thus, it
would seem to indicate that the associacalled.

Table

7.

Average percentage attendance

of

directors at their regular board meetings.

Number

Average
of directors

of cooperatives
7

9
11

percentage
attendance
85
87
74

5

and over

81

tion had only a skeleton framework as
compared to the other 39 associations.

Electing and Replacing Directors

Altendance of Directors and
Frequency of Meetings

The frequency

13

The method of electing and replacing the directors was about the same
in all of the cooperatives studied, with
the exception of five. Most of the associations elected their new directors
by open floor nominations at the annual membership meeting and required
majority vote of the membership
present.
Five of the associations had
a

a nominating committee to select several members for board members and
present them in the form of nomina-

The membership then voted on
names presented and any other person nominated from the floor, and
election was determined by a majortions.

the

vote of membership.
There are arguments both for and
against the methods used in electing
directors.
There is a good possibility
of the nominating committee selecting
a better qualified board, however, there
is also the danger of picking a board
that will favor a certain group rather
ity

than the membership as a whole.
The practice of picking the directors
seemed to be prevalent in one cooperative interviewed. It was reported that
the board was cooperative in every respect since they were chosen by the

manager and
him.

a committee selected by

This kind of situation

may

tend

dissatisfaction among the
membership and tend to destroy individual interest and participation in
the cooperative if practiced to any
great extent.

create

to

Theoretically,

the election of direc-

by having a nominating committee is not undemocratic if carried out
properly, however, this method in actual practice may tend to place the power in the hands of a relatively small
group since in many cases other nominations from the floor will not be
made. One association followed the
practice of having the committee present two nominees for each vacant position to be filled.
That is. if three directors were to be elected, at least six
nominations were presented. From these
tors
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six nominees, three would be elected
This gives a wider choice for tne members to select from ^^^(^ would seem
vote
to be a better method than by a

active participation

Pariicipalion of Directors

The participation

of the directors in
the operation of the cooperative is hard
to classify due to the various degrees
However, an
that would be possible.
arbitrary classification was attempted.

One of the cooperatives reported that
the board was dominate in all policies
and management practices. In this
case the manager was considered more
or less as a figure-head and was not
allowed to instigate any policies on his

own

initiative.

Twenty-three

of the associations rethat the directors were very
active and that they either decided the
major policies, or that they scrutinized
the actual policies and practices carefully.
For these 23 associations the
managers had freedom of action and
were allowed to use their own initiative in developing better policies and
but the board observed
practices,
these carefully and also made frequent
decisions themselves.

ported

The remaining 16 associations reported that there was very little activity of
the board. In some of these cases the
board did establish some of the policies,
but on an over-all basis the manager
was given full responsibility of almost
all phases of policy and of operation.
Actually these associations relied very
heavily on the manager to take care

The managers
which had inactive
that they were having to

of the entire

Salaries of Directors
to the board mema per-meeting basis
but several variations were prevalent

The salaries paid
bers were based on
(Table

8).

One

point of interest concerning the
salaries paid to directors is that there
seemed to be no relationship between
attendance and the amount of compensation given the directors. The 14 cooperatives that paid no compensation
had approximately 85 percent attendance at the meetings of the directors,
whereas, the average for the group of
40 was 83 percent. When variations in
amounts paid were considered there
was still no relationship between the
attendance and the amount of compensation paid. For example, the attendance of directors who received five dollars and over and mileage, did not have
a higher average attendance than the
group who received three dollars per
meeting and no money for car expenses.
It is thought that the methods employed in paying directors is explicit
in Table 8 and no further discussion on

these methods

felt

deemed

necessary.

Method

[

Directors receiving $3 and

no mileage

Number

less,

_

Directors receiving $3 and 5c
per mile
Directors receiving $4 and no mileage.Directors receiving $5 and no mileage.Directors receiving $5 and 5c per
mile
..
...
Directors receiving only 5c per mile ...
Directors receiving over $5 and
.

4
4
3
8
3
2

-

mileage

2

Directors receiving no compensation
Total

14

~40

Other Practices Concerning

program.

assume too much of the responsibility
and that a more active participation on
the part of the board was desired by
them. The managers having very active participation from their board
were favorable toward this relationship
and reported that they actually forced

is

Table 8. Variation in methods employed in
paying directors on a per-meeting basis.

of the associations

boards

by calling special

meetings of the board to pass on certain policies of major importance.

of acclamation.

All associations reported that the old
board members were eligible for reelection and a large majority reported
that the turnover in board members
was relatively small.

491

Directors

may

be removed from offor such reasons as disloyalty,
ceasing to be a member, by vote of the
board for any reason, or if they missed three meetings in succession.
Directors

fice

The majority of cooperatives reported that only a very small number of

Operating Policies and Practices of Cooperative Purchasing Associations in Miss.

young men
members.

were

elected

as

board

Several of the cooperatives that did
not use the staggered system reported
that they were in favor of this method
for electing members.
All of the associations used the method of one member-one vote to elect
their directors.

15

None of the associations reported that
they had ever removed a board member before his regular term expired.
These various

policies, practices

and

do not
make a complete list, but it is thought
that they represent the most important
ones for consideration.
relationships

of

the

directors

CHAPTER V
MANAGEMENT POLICIES, PRACTICES, AND RELATIONSHIPS TO THE COOPERATIVES
Length

previous manager was operating
business in the same town and
was carrying on the same general type
of trade as that of the cooperative as-

the

of Service

his
of years that managers
continuously employed had a
fairly wide variation (Table 9). Almost
fifty percent of the cooperatives had
managers who had been with the organization less than three years. This
was influenced greatly by the fact that
19 of the cooperatives have been in
operation for an average of only three
Eight of the cooperatives had
years.
managers with service records ranging
from nine to fourteen years. The average number of years of service for

The number

were

the entire group of

most five

managers was

al-

year.;

Six associations reported having had
only the present manager since organization, while only four replacements
of managers occurred during the past
year of operation.
Table
sent

Average number of years lhat premanagers have been employed by the

9.

associalions.

Length of employment

Number

in years

Under three years
Three through five years
Six through eight years
Nine through eleven years
Twelve years and over
Total

Change

of

17
11

4
4
4
40

Managers

The reasons for changing managers
shown in table 10.
Nine of the fourteen individual man-

are

agers electing to go into another business actually went into a similar business for themselves.
In several cases

own

sociation.

In five of the associations the business had grown so rapidly in the last
few years that it was impossible for
the previous manager to handle the
larger operations.

One important consideration was that
four of the county agents no longer
wished to continue acting as the manager of the business and asked that a
new manager be hired to take over the
operation of the cooperative. It should
be noted that this left only three of the
group studied with county agents acting as managers of cooperatives. Since
this survey was made, one of the three
remaining associations has elected a
manager, thus leaving only two of the
forty under the supervision of the
county agents or assistant county
agents.
The managers dismissed due to dismade up only ten percent of
the total. The dismissal of this group
honesty

Table 10.
Reasons

Reasons for changing managers.

Number

Individual electing to go into other
business
Unable to handle the business
..—
County agent refusing to serve
Dishonest practices
Inducted into United States Arirfy....
Resignation due to not being

promoted

2

Retired due to age

Died

No

14
5
4
4
3

1

.--

-

discharges
Total

.

1

6

40
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was caused by such practices as embezzlement, switching grades of seed
of poorer quality and obtaining the
prices for the better grades, etc. These
orar+^ces "vere 'ietec+'^^d qnicklv and
prompt removal of the manager followed.

Training Program
Thirty-three of the cooperatives had
no program for training other personnel of the organization to fill a vacancy
of the manager's position in case it
should occur. The remaining seven did
carry on a program of training the assistant manager in all phases of operation of the cooperative. Two assistant
managers in this group were being
trained under the Veterans Training
Program, whereas, the other five assistant managers were being trained
by the individual cooperatives without
assistance from the Veterans Training

Program.
Seven of the thirty-three cooperatives
having no training program were actually too small to train anyone, since in
four of these cases the manager was
the only person employed and in three
cases the manager had a part-time secIt seems that
retary as his helper.
the 26 associations having a larger business and more personnel could benefit
by training someone to assume the
duties of the manager in case an emerg-

ency should

arise.

Education and Training
The education and experience of the
managers employed by the associations
was quite varied (Table 11).
There seemed to be no definite pattern of employing managers on the
basis of education.
training and some
Table

11.

Some with
not

college

having

such

training were employed in the same
years.
Almost any year considered
since 1936 showed that managers might
come from any group of training and
This does not imply that
education.
ihe education of managers is not cansidered, but it does indicate that the
m.anagers were not selected on the sole
basis of formal education.

The experience and training of the
managers were separated into related
and unrelated experience in order to
determine to what extent managers
were selected on this basis. The related experience was classified as training that was similar to the work in
cooperatives.
For example, if a
person had been in the merchandising
business, this experience was considered as related. If the person had previously been engaged as a truck driver,
this was classified as unrelated experiThis breakdown was arbitrary,
ence.

the

possible that some were classierroneously, therefore, the average of both related and unrelated experience w^as included in table 11.

and

it is

fied

There appeared to be no definite relationship existing between hiring managers on experience and education.
When the groups were divided into
those having a high school education
and below and those having one year
of college or more, the average related
experience and the average of both related and unrelated experience was
about the same for each group. This
seems to indicate that less emphasis has
been placed upon education and possiblji^ more on experience.
Salaries of

The

salaries of

Grade and
High School
8th
1

year
vears
years
years

Average

a

wide

Education, Iraining and experience of managers of various cooperatives.
Unrelated
Related
experience,
experience,
Average
average
average
of ]*o+h
years
years
Number
|

2
3
4

managers had

degree of variation, ranging from less

i

Education

Managers

College
College
College
College

'

1
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Table

12.

Number

managers

of

in

various

salary range groups.

Average
Range

-

and above
Average

-

-

salary of

groups

-

3
10
9

-

7

Others

9
2

$1,150
2,421
3,568
4,385
5,385
6,617

40

$3,862

upon net margins.

-

lowest to about
$7,000 per year for the highest paid
manager in the groups studied (Table
than

for

$1,000

the

Salaries of managers in the group
12).
below $2,000 represented the associations that were very small or those
that were receiving aid from the county agents. The salaries of the managers
in the other groups were not based upon any aid from the county agents since
each of these associations had a fulL
time manager in charge of the program
relating to the work of the managers.

Method

of

Paying Salaries

Several practices of setting the manager's salary were followed by the cooperatives as shown in Table 13.
The cooperatives basing the salary
on a flat rate hired the managers for
a certain monthly salary and gave no
other remuneration.
The associations
representing the second group gave the
managers a salary plus a bonus at the
end of the year. For example, a manager would be paid a salary of $300
per month and at the end of the year
the directory would declare a bonus
of ^600, thus, giving him a j^early salary
of $4,200.
In most cases when this
policy was used the flat bonus was voted at the end of the year and usually
showed a close relationship to the net
margins of the association.
The practice most commonly followed was to pay a manager on a monthly basis plus a fixed percentage of the
net margins.
As an example of this
method, a manager would be paid $200
per month plus ten percent on the net
margins. Then, if the net margins were
$12,000, the manager would receive a
yearly salary of $3,600. When the sliding scale was used a certain monthly
salary would be paid, and then supple-

mented by

Basis of establishing Ihe salaries of

ber
-

$2,999
$3,999
$4,999
$5,999

13.

managers of ihe as socialions.
Method of establishing salary

Numin salary-

Less than $2,000
$2,000
$3,000
$4,000
$5,000
$6,000

Table

a sliding-scale

bonus based

|

Flat rate
Flat rate plus flat bonus
Flat rate plus 10 percent of net

bonus
,,

Total

Nu m ber
10
9

margins
Flat rate plus sliding scale

this

17

17
3
1

40

The

associations in

group usually gave 20 percent on

the first $2,000 of net margins, 15 percent on the next $2,000, 10 percent on
the next $2,000, and 5 percent on all
over $6,000. There were variations in
the percentages given and in the range
of net margins in each group.
All associations basing the bonus on percentage varied in amounts, ranging from 5
to 25 percent of the net margins.

There appeared to be no relationship
between the gross mark-up on goods
sold and the percentage bonus paid to
the managers. The associations paying
20 to 25 percent commissions on net
margins had an average gross mark-up
of 9.3 percent; those paying 5 to 10 percent commissions had a gross mark-up
of 12.5 percent; those paying a flat
bonus had an average gross mark-up
of 9.3 percent; and those paying no
bonus or commission operated on a 9.5
percent gross mark-up. It is believed
that the group having an average of
12.5 percent gross mark-up was not
due to the commissions paid to the
managers, but was caused by an overall higher operating cost.
Three of the
associations having the highest gross
mark-up had recently expanded their
facilities

and

sponsible for

this fact

was probably

re-

it.

The sizes of the salaries, however,
were related to the commissions paid
since the managers receiving a flat salary plus a commission were in most
cases receiving the largest salaries.

Salaries and

Volume

of Business

There was a definite relationship between the salary paid the manager and
the volume of business carried on by
the association (Table 14). The spread
in volume and net margins between the
first and second group was small.
In
the first group some managerial aid

Mississippi Agricultural
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Relation of manager's salaries io
14.
the voi"rne of business and net margins on

Salaries and Experience

-•'-'e

Average

Num- Average
Salary range
Less than $2,000
$2,000
$3,000
$4,000
$5,000
$6,000

-

$2,999
$3,999
$4,999
$5,999

-

.

^

and over
Average $3,862

net

ber

voli'me

margins

3
10
9
7
9
2

$124,747
132,055
209,019
208,136
278,956
479,610

7.296
14,492
11,579
19,276
30,832

40

$212,568

$ 9,896

was given by the county agent. Probably this was responsible for a larger
volume of business than would have
prevailed without this aid. In the other cooperative the manager had just

been employed and

on he
he proves

later

ceive a higher salary

if

will resatis-

factory.
of
It is thought that the closeness
the volume of business in the third and
fourth range was due to the method of
determining the salary. More of the
managers who received no bonus were
in the salary range of $3,000 - $3,999,
and at the same time their volume of
business was about equal to the group
of $4,000 to
having a
Managers in this latter group
$4,999.
received a flat salary plus a bonus.

salary

range

491

There was some relationship between
salaries and experience, but the relation did not seem to be as significant
as in the preceeding case where volume
of business was considered.
The extreme cases where managers had 20 to
24 years of experience and received an
average of only $2,800, were probably
accounted for by geographic conditions
and also by the recent hiring of two
of the managers.
In one case the volume of busines was too small to support a very large salary, since the geo-

graphic area was small and was also
of small-scale farm operators.
In the other two cases the managers had been hired on a trial basis
and probably will receive raises in
salary if their work proves satisfactory.

composed

These two associations had volumes of
business comparable to associations
paying higher salaries to managers,
therefore, they will probably raise the
present manager's salary.
15.
Relation between the salaries of
managers and the number of years of experience in cooperatives and other types
of bu siness.
Average
NumRange in years
sala ry
ber
Below 5
13
$3,691

Table

]

I
I

Salaries and Net Margins

same relationship exbetween salaries and net margins
volume of
as between salaries and
business (Table 14). The difference in
the net margins between the third and
fourth range seems to be accounted for
by the method of determining the manager's salary. In the fourth range most
of the salaries were based upon a flat
amount plus a percentage bonus of the
net margins. In arriving at net margins
the percentage going to the manager
was considered as expense and would
tend to reduce the net margins in the
fourth range below the margin of the
Practically the

isted

previous range. Other factors such as
education, experience, and the geographic location, would certainly influence
the relationship. However, it is thought
that the major difference was due to
high commissions being deducted before net margins were determined.

5
10
15
20
25

-

9
14
19

-

24

-

and over

Total or average

I

3,539
4,013
5,312
2,800
4,287

9
8
3
3
4

$3,862

40

Salaries and Education

There appeared to be no consistent
between salary and the

relationship

amount

of

technical

training

of

the

m.anager (Table 16). One practice influencing this was the fact that, in
some cases, the present manager started as an assistant manager and therefore, he had obtained his salary on
Other manthe basis of experience.
agers having no experience in some
cases were paid on the basis of education, even though this is not shown
presented.
These cases
be picked out individually
since they do not exhibit themselves
when the group is averaged, but it is
believed that experience and education
in

the

have

table

to
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Average
16.
upon education.

Table

managers based

salaries of

NumI

Education
Eighth grade

I

ber

Average

I

salary

1

$3,322
3,091
4,804
3,663
4,191
4,680

7

High school
One year college
Two years college
Three years college
Four years college

10
6
5

.

3
8

Other
Total or average

-

1

800

40

$3,862

ent managers could not possibly have
the same volume of business. Except
for variations of this sort it is thought
that volume of business and managers'
salaries are directly related.
It must
be recognized, however, that there
seems to be no single factor that is
used as a basis for determining the salaries of the various managers.

Other Management Practices

were used as substitutes for one another.

19

On

of

the whole the working relationship between managers and directors appeared to be very good. In only two
cases was dissention reported.
In 34
of the 40 cooperatives the managers
were responsible for handling the personnel of the associations.
In three
cases this was done by both the man-

the manager.

ager and board of directors, and in
the remaining three the directors were
responsible for handling the personnel.

From

relationships discussed it
seems very definite that there was no
one factor that was used in determining the salary of an individual manager,
but that training, experience, educa-

the

geographic location, and length
time in operation, all were interrelated and that each may have had
a direct influence on the amount paid
tion,

The volume of business is directly
related to the geographic location of
the association.
For example, a cooperative in one county may not have
the potential volume of trade of another county due to different farming
practices and different sizes of farm
operations.
In this case two equival-

Such service

as aiding producers in

suggesting programs
farm improvement, contributing to
community funds, putting on various
feed tests, etc., were carried on by the
managers as extra activities to their

obtaining credit,
for

job of operating the

cooperative

as-

sociation.

CHAPTER VI
GENERAL POLICIES AND PROBLEMS IN THE

OPERATION OF THE COOPERATIVES
Accrued Savings
One of the major problems encountered in the operating policy of the cooperatives is the method of handling
their accrued savings.
The methods
employed in designating the equity of
tne patrons are presented in Table 17.
The use of Book Credits represented
by far the most prevalent method employed in accounting for the individual
patron's equity.
This equity was ar17.
Melhod employed in accounling
for Ihe patron's accrued equity in the association.

Table

Method employed
Book credits
Issuing stock and book

Number
I

...

credits

Card index
Other
Total

31
5
3
1

_

MITCHELL MEMORIAL LIBRARY
MISSISSIPPI STATE COLLEGE

40

rived at by determining first the net
margins on total operations.
Then
each patron's account was credited
With the proportion that was due him,
based upon the amount of his patronage
with the association. For example, if
an association had an over-all net margin of eight percent and an individual
had purchased $100 worth of goods
from the association he would have an
accrued equity of $8. This would be
credited to his individual account in a
ledger kept by the association. Since
this account was listed in the Account
Book and represented a credit account
of the

association

it

is

called a

Book

Credit.

Five of the associations used the
miethod of issuing Preferred Stock to

134196
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members and Book Credits to nonmembers. When an individual's equity
was not great enough to purchase a
share of stock, a Book Credit or cash
payment was made. For example, if
the accrued equity of a member was
dollars and the value of one
share of stock was five dollars, then
the eight dollars of accrued equity
would be accounted for by issuing the
individual one share of stock and the
remaining three dollars as a book credit, or paid in cash as a direct patronage
In most cases the cash payrefund.

eight

m.ents

were made.

Three associations used the Card Index method. This was very similar to
the Book Credit method except that
the equity accounts were kept on cards
In
rather than in a regular ledger.
these three cases they were in the process of making the change to a reguThe difference in this
ledger.
lar
method and the first method mentioned is actually one of convenience rather than of accuracy.

The

association

listed

as

''Other''

handled each transaction separately
and final settlement was made each
time. For example, if 20 farmers placed an order for a carload of supplies,
arrival of these supplies various
charges incurred as expenses for transportation, handling, etc., would be added to the purchase price of the goods
and a price per unit established. If
this price were $50 per unit, then each
individual placing his order would pay
S50 for each unit taken by him. By following this procedure no funds would

hard or impossible for the members to
get at other local establishments. The
m.anager interviewed stated that the
association was organized to obtain the
This factor may
scarce commodities.
be an important consideration since the
cooperative may not continue to operate after there ceases to be a scarcity
of the supplies in the area.

One further characteristic to be mentioned is that only a very small number
of the associations inform their patrons
as to the amount of their equity in the
association. In all cases, however, any
patron may ask to see his equity account,
since the books are always open to him.
Only five of the associations mailed
out letters or cards to the patrons stating the amount of their accrued equity.
It was observed that many of the patrons did not understand the meaning of
the equity account, since they came in
to ask the manager to explain the information on their card or letter. While
this would indicate a definite lack of
understanding on the part of the members concerning their equity accounts,
it also indicates that the cooperatives
notifying their patrons of their equity
accounts are trying to fulfill their duty
and responsibility to their members.

Repaying Equities

upon

accumulate to the association as an

in-

eliminating any
need for a method of accounting for
the equity of members.
dividual

unit,

thus

An organization following the above
procedure does not take into account
the risk that is involved. If one of the
individuals were to refuse to take the
supplies ordered by him, the association
might not have reserves to take care of
this emergency. Also it should be mentioned that this particular association
had the lowest volume of business of
any of the associations and that it had
only handled supplies that were very

i

A

major

factor

associated

closely

with the policy of handling equity accounts is the policy of repaying them.
The types of plans used are presented
in Table 18.
Forty-five percent of the associations
no established policy of retiring
the equity of patrons.
They reported
that this would be decided at a later

had

The policies used by the associa18.
tions for retiring the equities of members

Table

and patrons.

Kind

No

I

of policy

1

policy

Number of
associations

-

Revolving-fund

18

lolan of (years):

1

1

3

2

5

ZZZZZIZIZIIZZZZZ

8

2

8

Final settlement on each
transaction
Total
-

1

40

_

Operating Policies and Practices of Cooperative Purchasing Associations in Miss.

21

The associations that had not
vote.
established a policy were very young
in years of operation, or they were associations that had reorganized due to
previous financial difficulty, or they
were expanding their facilities to meet
Some of
the needs of their patrons.
those that were increasing their ownership of facilities were associations that

member associations are on
revolving-fund plan of less than seven years. Due to these differences, the
locals may be making cash refunds on
equities which they have not received
except as issued in the statements of
the federation. The following is a hypothetical plan to illustrate how this
works. A cooperative on a three-year
revolving-fund plan is used. Assuming
that tlie year in question for repayment

had

was 1945

date

either

at

the

discretion

the

of

board of directors or by a membership

previously been renting their
building facilities.
They had decided

to

provide their

own accommodations

out of accumulated savings.

The associations using the revolvingfund plan had various terms for repayment.
The two largest groups were
using the five-year plan and the sevenyear plan, respectively. An illustration will explain how this method
works.
If a five-year revolving-fund
plan were used, an association starting
in 1940 would withhold the accumulated equities through 1945. In 1946 the
equities accumulated in 1940 would be
paid to the patrons, in 1947 the 1941
equities would be paid, etc., as long
as the five-year plan was in effect.

This would mean that the equity accrued over the last five years of operation would be held in equity accounts
either

as

individual

Book Credits

or
as Accounts Payable of the association.
The other plans work on the same order except that the terms may be longer or shorter.

One association operating on a oneyear plan could not accumulate any
equity for future operation since it refunded all of the accrued savings at
the end of each year. Unless a strictly
cash basis of selling is employed by
such an association, it is possible for

individual
a

for the individual cooperative,
the equities accumulated in 1945 would
be paid in 1948. Let us assume further
that the accumulated equity on the
local operation was $10,000 and the net
accumulated equity in tlie federation
was $5,000 for 1945. Now in 1948. the
association would pay a total of $15,000
to

its

members

in

keeping with

its

In doing this, the association
would pay $5,000 out of its own surplus
since it would be 1952 before the federation made the payment of $5,000.

policy.

If no financial difficulty were encountered such a practice might work
all right as long as the operating capital
remained adequate. It should be mentioned that the $5,000 represented a
credit to the association.
If any undue hardships arose in the federation,

the federation wished to expand
the $5,000 in question may
be a sunken investment as far as the
individual cooperative would be concerned and it might never receive this
payment in actual cash. With this
fact in mind, there is a great deal of
risk involved when a cooperative association pays off on a revolving-fund
plan that is shorter than the federation
plan in which the association holds a
or

if

its facilities,

membership.
There
adds to

of the associations are
a federation which is

memon a

one further practice that
the risk of the cooperative
which is similar to the above case. This
involves the practice of paying the
managers a commission based on the
net margins of total operations.
If,
for example, a cooperative has margins
of $8,000 on local operations and margins of $4,000 on operations from the
federated cooperatives, or total net
margins on operations of $12,000. the

seven-year revolving-fund plan.

The

manager's commission would be based

financial difficulties to arise.
The remaining associations followed the practice of making each transaction the
final settlement.
For example, when
a carload of fertilizer was bought, each
farmer paid his share of the expenses

involved and thus ended the transaction.

Many
bers

of

is
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on $12,000.
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Again this policy involves
making payments out

the practice of

If financial
of their local reserves.
difficulties should arise in the federation, the local may never receive the

$4,000 in the above example.

Establishing the same plan as the
federation does not eliminate entirely
A
the problem of repaying equities.
local cooperative may not have a sufficient amount of funds to make patronage payments along with the plan of
If, however, the local
the federation.
associations were to adopt a flexible
policy and work downward toward a
seven-year plan but never under a
seven-year plan, it is possible that the
trouble would be largely eliminated as
far as patronage refunds were concerned. This plan would not eliminate the
problem concerning the payment of the
manager's salary based partly on the
The best way to
total net margins.
deal with this problem would be to
adopt a regular salary and probably
a flat bonus at the end of the year.
While this suggestion may destroy individual initiative, it will avoid making payments on the basis of funds that
have not been received.

The method of handling non-member's equity was about the same as
for members, since all of the associations prorated the accrued savings on
There was,
the basis of patronage.
however, a slight discrepancy in a small
number of cases. This occurred in associations that followed the practice of
issuing stock or certificates of equity
to their members and issued book
credits to their non-members. Interest
was paid on the first, but in the latter
case, it was not.
Situations of this
type were not general.

Meeting the Desires of the

Members
The next

considered is the
various combinations of methods employed in obtaining merchandise desired by the members of the associaThis job was left almost comtions.
pletely to the manager.
The ways in
factor

which each one went about meeting

491

Table 19. The combination of methods employed in meeting the desires of the patrons.

Methods

|

Number

Replaced commodities as they

were

sold

8

Contact with producer and Extension workers
Contact with producers only
Using past record
Taking individual orders, personal
contact with producers and
Extension workers
Taking orders only
Extension workers only
Other combinations

Total
this

_.

5

4
4

3

2
2
12
_

40

requirement or obligation are pre-

sented in Table

The

19.

group reported that they
usually replaced commodities as they
were sold in order to meet the needs
first

of their patrons.

The

five associations

following the practice of checking with
the patrons Extension agents, and other
county agricultural workers, tried to
stock supplies that the producers requested. These managers kept in close
contact with agricultural workers and

programs of work as a basis for
meeting the needs of their members.
For example, if the county agent were
to carry on a pasture improvement program the commodities such as seed, fertilizer, etc., would be stocked in greattheir

er quantities.

The third group stated that they contacted their members and tried to
stock the commodities which they desired (Table 19). The next group used
past sales as an indication of the need
and therefore stocked their supplies accordingly.

One group reported that they purchased only on orders placed by the
patrons.
Two other associations used
the Extension information as the sole
criterion for future stocking of goods.
The remaining twelve associations used
various combinations of the above in
arriving at the amount of goods to
stock each month or each season of
the year.

Selling Price Determination
After the goods were purchased and
stocked for the patrons the various

methods used

as a basis for

the selling prices are

determining
in Table

shown
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Table

20.

The method employed

determ-

in

ining the selling price of the commodities
as a whole.

Method
Cost and less than
gross mark-up

Number

I

10

percent

Cost plus 10 percent gross mark-up
Cost and more than 10 percent
gross mark-up
Prevailing local market price, not
above 10 percent gross mark-up
Always selling at prevailing local
^
market price
Total
-

-

5
21
3
3
-

-

8

40

in

Miss

23

The above practices did not include
Most of the
the handling of cotton.
cooperatives handled cotton only on the
basis of putting it into the government
loan.
A fee ranging from 25 to 50
rents per bale was charged the farmer
for

performing

this service.

Through-

out the operation of each cooperative
the cotton account was kept separate
from the accounts of other commodities.

should be noted that these prices
represented an aggregate of all commodities since many were sold on various mark-ups.
Miscellaneous items such as certain
sprays, insect power, etc., were marked up as much as 40 percent in many
cases, whereas, feed and fertilizer generally had less than a ten percent gross
mark-up. In the next chapter the exact gross margins are presented. They
conform to the above conditions very
20.

It

closely.

The group following the practice of
market price
did not necessarily sell below the ten
percent gross mark-up on the whole-

selling at the prevailing

sale cost.

The largest group, those that operated on a ten percent gross margin,
implied that they preferred to sell at
the prevailing market price, but they
were unwilling to extract a larger margin.
This group represented over 50
percent of the total number of associations included in the study.

Establishment of Prices Paid
to the

Farmer

Another policy closely related

to sell-

ing prices was the method of establishing prices paid to farmers for products
purchased from them or for service

Fourteen used the
price prevailing in the local market.
Twelve based their prices paid to farmers on both the local market price and
the net price in the central market, and
gave the higher of the two prices. Ten
of the associations reported that they
did not purchase products from farmers, but that they acted only as an agent
for them and deducted ten percent commission for the services of marketing.
rendered to them.

Advanced Price
The methods

Producers

to

payment for the commodities bought from farmers are pre.^ented in

of

Table

21.

The group which advanced

full

mar-

ket price actually based their price
paid to the farmer on the amount that
they could get for the goods less ten
percent which was charged to take
care of necessary expenses. The group
advancing 90 percent reported, that if
a price rise enabled them to sell the
commodities above the market price of
that day, the farmer would receive an
adjustment in price.
The group advancing no price acted as commission
agents for the farmer.
His products
were sold at whatever price they would
bring and the full proceeds less a ten
percent commission were returned to
him. The group included as "Not related" were the associations carrying
on no marketing operations.
In order to treat all patrons as fair,
ly as possible, all marketing and purchasing operations were handled separately, in order that a farmer doing
onlj^ marketing with the association,
for example, would not share in the
returns of the purchasing department.
Table

21.

price

The percentage

advanced

time of the
Method used

sale.

to

the

of the purchasing
producers at the
~

|

Advanced full market price
Advanced 90 percent or less
Advanced no price

Number
20

Not related

6
10
4

Total

40

Financial Statements

The next

factor to consider is the
practice relating to the making of financial reports. These reports consisted of operating and of audit reports.
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22.

The frequency

of
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making operaling reports and audit reports among various

cooperatives.

Operating reports
FrequencyMonthly reports —
Quarterly reports
Semi-annual reports
Annual reports
No reports
Total

I

-

The frequency
is

of

-

-

-

Number
36
2
1

Annual reports

0

making these reports
22.

tions which were members of this Federation, reported that they made out
their reports monthly.
Most of the

making monthly
it was essential

thought that

reports
for good

business operations.
Three managers
reported that the monthly statements

were burdensome and time consuming.
One association made only an annual report. It carried on a relatively
small business and, over a period of
several months there were only a very
small number of transactions.

The practice of making audit reports
was fairly uniform for most of the associations, since a large majority either made quarterly audits or semi-annual audit reports. Six associations re-

ported that onh^ one audit was made
each year. The associations not having an audit reported that a list of all
transactions was kept, but that a con-densed report was not made. Most of
the associations making quarterly audits and semi-annual audits were members of the Mississippi Federated Cooperatives (AAL), and were checked by
auditors of the Federation. This probably accounted to a large extent for
the frequency of these reports.

Most

of the

managers were very fav-

orable toward the policy of having frequent audits, since it gave them an opportunity to have expert advice on
handling financial problems involved in

Nurrfber
0
18
15
6

Quarterly reports

Semi-annual reports

The policy of making monthly financial reports was practiced by 90 perThe reason
cent of the cooperatives.
for this high percentage was probably
due to the close supervision by the
auditing division of the Mississippi
Federated Cooperatives (AAL).
This
statement is partially supported by the
fact that practically all of the associa-

managers

Audit reports
Frequency
Monthly reports

1

40

presented in Table

'

No

reports'

1

Total

40

^he operation of cooperatives. Some of
the managers reported that these frequent checks aided them in keeping
their inventories from going too high,
in pointing out dangers of high accounts receivable, and in serving to
show them the condition of the business from time to time. The majority
of the managers were well agreed that
monthly financial statements and quarterly audits were the best policy. These
reports pointed out various difficulties
early so that they could be corrected
before it was too late from the standpoint of sound business operations.

Use

of Financial

Statements

After the operating statements were
the managers
and the board members., but were not
distributed to the membership.
This
same practice was followed to a large
extent with audit reports. The annual
audit was the only one presented to the
members in any form. Since it was
read at the meeting, it is very doubtful
that the membership was able to gain
very much information from it concerning the operation of the cooperative.

made they were used by

A very small number of associations
supplemented the reading of the annual report with visual aids. As an example of the use of visual aid the following form is presented.
Total Volume of Business $
Total Expenses - - - $
Total Cost of Goods - $

Your Margins

-

-

-

.

$

members

Method

of informing the
of the annual audit report.

Table

23,

Method
Sent members a copy of the report
Read report at the annual meeting

Numbe r

I

.__

Office copy open to members
Published report in paper
Sent the executive committee a copyNo rne+hod of presentation
......
Total
.

6

21
2

.

1
..

1

9

40
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Posters similar to the above were
prepared on large pieces of wliite cardboard with the information entered in
large letters. Each item was explained
'o

'"he

iTie^bf^rs

by the presiding

of-

thought that the audits can
be made of great use to the membership
if they are presented adequately, but
are of very little benefit if they are
only read at the meeting.
ficer.

It is

Credit Practices and Policy

The policy followed

in offering credit

and aiding farmers in obtaining credit
had several variations. There were five

25

were operating on a
The remaining 35 associa-

associations that

cash basis.

tions extended credit to their patrons
for a period of 30 to 90 days. The 30day credit extension was most prevalent.

Besides extending credit, 13 of the

managers reported that they aided their
patrons in securing credit by suggesting that they go to the Production
Credit Associations or to the commer-

banks for a loan. The difficulties
encountered in the credit policy will be
more explicit in the section covering

cial

the current ratios.

CHAPTER VII
A COMPARISON OF THE FINANCIAL RATIOS OF

THE VARIOUS COOPERATIVES
of ratio analysis is used
to present a description of the actual
operations of the cooperatives from a
business point of view. A cooperative
may have some objectives that are not
comparable to other types of business
organizations, but they have many
characteristics which are comparable

The method

economic operations. An attempt is
made through ratio analysis to point
out the cooperatives that seem to be

Table 24.
Ratio of
to average current

average currenl
liabilities for the

assets

various

cooperatives, 1946-48.
1

Range

of
ratios

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire group

33.7:1
7.5:1
2.6:1
1.5:1

to 8.6:1
to 2.7:1
to 1.5:1
to .8:1

33.7:1 to

Average
of the

i

range
16.5:1
4.4:1
1.8:1
1.1:1

.8:1

1.9:1

in

best operating policies,
based upon their position relative to
the average ratio for the group. Pertinent reasons for the variations in

following the

ratios among the different cooperatives
None of the ratios
will be presented.
should be used as the sole criterion,
therefore, the limitations of each will

Since data for three
be recognized.
years were used in calculating the
ratios, it appears that increased dependence may well be placed upon their

plies to a specific time and may not be
adequate as a sole criterion, since the

financial

conditions

may undergo

of

sharp

a

cooperative
within

changes

short periods of time.

The nine cooperatives in the upper
fourth had total current assets of
$229,796 compared to current liabilities
an average ratio of

of $13,947, or

16:1.

The lower fourth had total current
assets of $465,493 compared to $409,195
current

This ratio is obtained by dividing
the current assets by the current liabilities, and is usually referred to as the

or a ratio of
the other two
groups fell within the ranges of the
lower and the upper groups and in
about the same proportion (Table 24).
This indicates that the associations having the larger current assets had a
tendency to let their current ratio drop
lower than did the associations with
a smaller amount of current assets.

current ratio.
It is used extensively
because it is a good indicator of the
ability of the business to meet its curIt aprent debts as they come due.

All of the associations in the lower
fourth seem to be in a vulnerable position. If they were required to liquidate
their assets in order to pay their liabil-

use in this study.

Current Assets

to

Current

Liabilities

of

1.1:1.

The

liabilities,

ratio

for
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ities at once, they would be left with
a very small amount of operating capital, which would most likely reduce
their efficiency of operation.

Actually, there were 13 cooperatives
that were below the average for the
group as a whole. If the cooperatives
having less than the average ratio for
the group were only in this situation
temporarily, it is possible for them
But
to be operating on a sound basis.
if their current ratio was continuously
low. then action should be taken to reduce the liabilities and build up the
current assets in order to give them
sufficient capital for economical opera-

generally recommended
that the current ratio should never fall
tions.

below

It

is

a ratio of 2:1.

other point to consider is that
several of the cooperatives in the lower
fourth had a large amount of accounts
receivable on their books. This makes
their position even more precarious
since they could not possibly meet their
liabilities until they collected these outstanding accounts or borrowed more
money.
Resorting to either of the
above ways for correction would not
keep the association from being in an

unfavorable financial position.

One limitation to the adequacy of
the current ratio is that it is possible
for a cooperative to build up a large
inventory which will make the ratio
appear favorable. This favorable appearance is deceiving since the stock
may not move quickly. To the extent
that the inventory is built up too high,
or reduced too low, the value of the
current ratio, as a guide, is reduced.
It is not known to what extent the
practice mentioned above might have
If
been followed.
the cooperatives
were in the high ratio group because
they had built up a large inventory
their position would not be as good as
was indicated in Table 24. This would
be especially true if the goods included
in the inventory were relatively slow

may

ratio is of treas one of the

fundamental guides in business operation even though there are some limitations prevalent.

Accounts Receivable

in the

Current

to

Assets
This ratio is used to show the amount
of capital tied up in accounts receivable and it tells a great deal about
the credit policy of the cooperative.
large figure for current assets may not

mean much toward economical and efficient operation of a cooperative if a
high percentage is in accounts receivable. To have a large proportion of the
current assets in accounts receivable
results in a small amount of capital
available for operating or working capiIf the operating capital is reduced to a low amount the advantages of
cash purchases and volume buying cannot be realized. The readiness of capital is an important factor in operating
a cooperative, therefore, the use of this
ratio deserves attention.
tal.

The associations in the lower fourth
(Table 25) had an average of almost 50
percent of their current assets tied up
in accounts receivable, compared to
about six percent for the nine cooperatives in the upper fourth.

A further check indicated that the
cooperatives in the lower fourth had
been purchasing goods on a time basis
and that they were paying three percent interest on the funds. In contrast,
the group of cooperatives that had a
very small amount of accounts receivTable 25. The percentage that average accounts receivable were of average current
assets of various coopera tives, 1946-48.

Range

move.

The cooperatives

The use of current
mendous importance

A

One

to

ing a ratio above 30:1 probably were
not using their capital enough and a
large amount might be idle. To the extent that capital is idle the favorableness for efficient operation is reduced
even though the ratio may appear to
be favorable.

upper fourth

also have been following the practice of holding too much of their funds
in cash reserves. The cooperatives hav-

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire

group

in

1

1

'

percent

1

Average
percentage

3 to 12
12 to 20

6
16

20 to 35
35 to 64
3 to 64

27
48
30
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able were borrowing only in the peak
season. The cooperatives in the upper
fourth actually loaned money during
the major part of the year for which
they received three percent interest.
From these facts it is evident that the
cooperatives selling a large amount of
goods on credit were having to pay out
interest, thereby reducing their savings
The cooperatives
for the members.
with little or no accounts receivable
could utilize their money to restock
and at the same time avoid the interest
payments that were prevalent with the
cooperatives having a high percentage
of their funds in accounts receivable.

was

found that the cooperalower fourth had been losing money on the acounts receivable
which resulted in an over-all reduction
With these losses on debts
in savings.
occurring, the members paying cash
for their goods were actually paying
the bad debts of others out of their
would-be savings. With interest on
borrowed money and loss due to bad
debts the patrons purchasing on a cash
basis were being doubly penalized.
Even though the losses were not severe,
in some cases there seemed to be little
It

also

tives in the

justification for cooperatives tying up
approximately one-half of their current
assets in accounts receivable.

One further danger of the large accumulation of a high percentage of operating funds in accounts receivable is
that should credit become tight, the cooperatives might have difficulty in obtaining sufficient capital for operations.

One precaution
as a

measure

is

in

that

using this ratio
it

is

possible for

an association to have a very small
amount of capital in accounts receivable but to have a large inventory composed of slow-moving goods. This possibility, however, does not seem to be
to important in this study, since most
of the associations included were handling commodities that were very similar and comparable.
This tends to
strengthen the use of accounts receivable to current assets as a guide.
In
terms of the group as a whole there was
little doubt but that the associations
falling below the average should try

27

to improve their position.
There were
six cooperatives having more than 40
percent of their current assets in accounts receivable.
These six should
defmitely strive toward a lower ratio.

Net Margins

to

Current

Liabilities
In order to determine this ratio the
net margins were divided by the current liabilities. The significance of this
ratio is that it tends to show the earning power of an association compared
to its current debt.
In simple terms
the ratio means that if a cooperative's
net margin is high and its current
liabilities are low, it is more successful
than an organization having characteristics just the opposite.

There

are,

however,

at least

two danmust

gers in the above assumption that

be considered in making an adequate
appraisal of this ratio. The following
example is given to show why it is
necessary that precautions should be
taken in the evaluation.
If one
cooperative followed the policy of selling
on a two percent margin compared to
another association that was selling on
a 15 percent margin, then the ratio of
the organization selling on the low margin would have to be smaller than the
other, yet it might be just as successful a^ :he association operating on the
15 per»_ent margin.
The other precaution to consider is that credit sales will
increase net margins just as do cash
This will give a higher ratio but
sales.
in effect will not be nearly as dependable from an economic point of view.
If these conditions are known, then the
validity of the ratio can be better appraised. In this study these factors are
considered and will be discussed later
in this section.

The cooperatives in the upper fourth
26) had total net margins of
$94,926 compared to $15,727 in current
(Table

or an average ratio of 6:1.
associations in the lower fourth
a total of .$92,626 in net margins
comxpared to $405,278 in current liabilities, or an average ratio of .2:1.
This
denotes a significant difference in the
earning power of these two groups,
especially since the total net margins

liabilities,

The
had
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Table 26. Raiio of average net margins to
average current liabilities for the various
cooperatives, 1946-48.

Range
Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire

group

Average

of

of

ratio
9.3:1 to 3.0:1
2.8:1 to 1.1:1
1.1:1 to
.4:1

range
6.0:1
1.6:1

to

.0:1

.6:1
.2:1

9.3:1 to

.0:1

.6:1

.4:1

the two groups were nearly the
same amount. Furthermore, the cofor

operatives in the lower fourth followed
the policy of selling at higher prices
than the cooperatives in the upper
fourth. In checking the gross margins,
or the gross mark-up on the goods
sold, it was found that the associations
in the lower fourth had an 11 percent

mark-up compared

to 9.5 percent for
the upper fourth. Thus, the influence
of low selling prices could not be the
reason that caused these nine coopera-

tives to be in

an unfavorable position.

In considering the second precaution
concerning the validity of use of this
ratio, a check was made on the credit
policy of the two groups. It was found
that the lower fourth actually sold
more goods on credit than did the associations in the upper fourth.
Six of
the nine associations in the lower
fourth actually fell in the lower fourth
based on the ratio of accounts receivable to current assets, while only one
of the nine associations in the upper
fourth was in the same group. Five of
the associations in the upper fourth
were also in the upper fourth in the
ratio of accounts receivable to current
This makes it improbable that
assets.
the net m^argins were high due to large
credit sales.
Since the two precautions listed previously were considered in determining
the validity of the ratio of net margins
to current liabilities as a basis of the
cooperative's earning power, it is evident that associations in the lowerfourth group should s-trive to increase
their effidsency in order that they may
be able to make returns similar to the
upper fourth.

the earning power based upon capital
invested.
There are, however, many
variables such as differences in management, in location, in services rendered, and in selling prices, that influence
the earning power for various organizations.
Since this is true, use of the
above ratio as a guide is limited.

Total net margins for the group as
a whole were $356,252 compared to total
assets valued at $2,340,057, or an average ratio of .15 to 1 (Table 27). For the
36 cooperatives considered, out of each
dollar invested in capital assets 15
cents in net earnings were realized.
Twenty-four of the cooperatives were
above the average in their earning capacity based upon capital investment.
The cooperative with the highest ratio
earned 35 cents for each dollar invested, or a net margin of $9,281 from a
total of $26,251 invested in total as-

The cooperative with the lowest
earned only $5,680 from an investment of $80,619 or seven cents per

sets.

ratio

dollar invested in capital assets.

dollar invested, or a total of $86,972 in
net margins with $323,543 invested in
In contrast, average
capital assets.
earnings, of only eight cents per dollar invested, or a total of $86,790 in
net margins to $1,030,976 in total assets were realized by the nine cooperatives in the lower fourth.
It appears that the cooperatives making the highest net earnings were also
the ones that had the smallest amount
invested in capital assets.

The second fourth had total net earnings greater than those for any other
group, however, there were two very
large cooperatives with high net earnings in this group that seem to be responsible for the total net margins being higher. Only three cooperatives in
Ratio of average net margins to
total assets for various coopera1946-1948.

Table 27.
average
lives,

>
1

Net Margins
The

ratio of

io Total

Assets
net margins

sets offers the possibility of

to total as-

comparing

The

cooperatives in the upper fourth earned an average of 26 cents for each one

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire group

Range

of
ratios

1

to
to
to
to

Average
1

1

of range

.23:1
.18:1
.12:1
.07:1

.26:1
.21:1
.16:1
.08:1

.35:1 to .07:1

.15:1

.35:1
.22:1
.18:1
.11:1

-
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29.
Ratio of average purchases by patrons to average accounts receivable for
the various cooperatives, 1946-1948.

Table 28. Average nel margins compared lo
average total assets in dollars for the various cooperatives, 1946-1948.
Total
Total net
assets
margins
Cooperatives
—
$ 323,543
$ 86,972
Upper fourth —
487,714
102,731
Second fourth
496,770
79,759
Third fourth
1,030.976
86,790
—
Lower fourth

Table

Total for group

Entire group

.

-

$356,252

$2,340,057

29

Average
Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth

Range

1

of range

293:1 to
59:1 to
28:1 to
13:1 to

1.5:1

105:1
44:1
22:1
6:1

293:1 to

1.5:1

16:1

61:1
34:1
18:1

and the second fourth
combined had over $50,000 invested in
capital assets, compared to 13 cooperatives in the third fourth and lower
fourth group combined that had over

cble are low in proportion to the total

$50,000 invested in total assets (Table

The purchases by patrons compared
to the credit granted by the association
ranged from $293 for the cooperative

the upper fourth

28).

For the group as a whole it is evident
that the smaller associations had maintained a higher rate of earning on in-

vestment than had the cooperatives
having larger total assets. Since the
cooperatives having a lower investment
were showing better net earnings or
more savings to the patrons, it is probable that some of the cooperatives in
the lower fourth have over-expanded,
or that they were not using the facilIt
ities as efficiently as they should.
is possible that some of the associations
have invested in some types of equipment such as seed cleaning, cold storage, etc., in order to give a service
which had not been offered previously,
and as a result operate this equipment
on a break-even or below-cost basis.
This type of service cannot be measured in dollars and cents and therefore,
a cooperative may have an unfavorable
ratio and still be performing a much
desired service.
In the majority of
cases the operation of the various cooperatives were comparable, due to
their similarities in services rendered.

There were, however, some few exceptions existing and they must be considered in reaching a valid conclusion.

Purchases by Patrons to Accounts
Receivable
The ratio of purchases by patrons to
accounts receivable is used to indicate
the credit policy of the organization.
If the accounts receivable are large in
proportion to the amount of sales, then
it is indicative of a more liberal credit
policy than when the accounts receiv-

This ratio also shows something
the amount of capital tied up in
accounts that may reduce the amount
sales.

of
of

working

capital.

with the highest ratio, to only $1.50 for
the cooperative with the lowest ratio
(Table 29).

The nine cooperatives in the lower
fourth had an average of six dollars
in sales per dollar of credit, whereas,
the nine cooperatives in the upper
fourth had $105 of sales per dollar of
There appeared to be no relabetween the size of business and

credit.

tion

the favorableness of the ratio, since the
volume of sales for the lower
fourth was 1.5 million dollars compared to 1.3 million dollars for the upper
fourth. The second fourth had an average of $44 of sales per dollar of
credit and 1.3 million dollars in sales.
For the nine cooperatives in the third
fourth the sales were $22 per dollar in credit with a total of 1.7 million
total

dollars

A

of sales.

further check was made among
several of the largest and of the smallest cooperatives to determine whether
or not volume of sales and the credit
policy were related. High ratios were
found in both the large and the small
cooperatives so there seemed to be no
definite
relationship.
Various
area
breakdowns were checked to see if
there might be some relationship due
to geographic location. The only point
that seemed significant in this classification was that the cooperatives with
the lowest ratios were located in the
Delta area and in areas where dairying
was carried on extensively. The associations in this area reported that
their credit policy was 20 to 60 days
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due to the nature of business, especially in the dairy sections where farmers
usually paid for the goods bought on
a monthly credit basis. If this practice
is followed it is possible that the ratio

would naturally be lower than

for co-

operatives that did not follow a similar
policy. It is also possible that some of
the cooperatives made a collection drive
previous to the end of the fiscal year
in order to get their accounts receivable down to the very minimum, and
by so doing, increased the favorableness of their ratio.
In making an evaluation of the credit
policy based upon the ratio of purchases by patrons and accounts receivable the precaution relating to the end
of the year collection campaigns must
be considered as a possible influence
on the favorableness of the ratio.

Fixed Assets

to Total Assets

This ratio is determined by dividing
the fixed assets by the total assets. It
is used to show the proportion of the
total assets that are invested in fixed
The amount of
or non-liquid assets.
funds in fixed assets gives an indication of the overhead expenses of the
This particular ratio has
association.
its limitations and especially in a study of cooperative organizations, since
some of the associations maintain a
part of the facilities in fixed assets in
order to render a service to their members. When this is taken into consideration, it may be quite possible for a
cooperative to have a very low ratio,
but at the same time be neglecting an

investment in a much needed service.
If, on the other hand, an over-invest-

ment
is

is

less

made
money

in fixed facilities, there

available for operating

purposes.

The variation

in the percentage of
invested in fixed assets
was from one to 61 percent. The average percentage invested in fixed assets
for the upper fourth was four percent,
compared to 46 percent for the lower
Neither of these extremes
fourth.
were the most desirable, since the
the
having
very low pergroup
in
fixed assets
invested
centage

total
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not offering as many services
the
cooperatives
in
the lower
fourth (Table 30). Also, the cooperatives in the upper fourth were, in some
cpses, renting part of their assets, such
as buildings and lots, and therefore,
their ratios appeared much more favorable. The funds spent for rent were included as an expense.
This practice
tended to reflect a more favorable ratio.
Thus, cooperatives renting their facilities,
actually were not as favorable

was
as

as they

The

appear

in

Table

30.

ratio of the nine cooperatives in

the lower fourth is somewhat misleading since several of them had expanded rapidly in the past three years, by
building new buildings, putting in
seed-cleaning equipment, purchasing
trucks, and other fixed equipment.
It
seems evident that these cooperatives
were rendering more services by these
recent expansions even though their
raito placed them in the lower fourth.
Also the cooperatives that have expanded in the last few years have not had
sufficient time to depreciate their assets as have those in the upper fourth.
Since the most and the least favorable ratios have been presented and
reasons given for the position of each,
it is possible that the average provides
a better guide in this comparison of
total assets to fixed assets.
The third
fourth listed in Table 30, approached
the average for the 36 cooperatives closer than any other group.
This group
was composed of cooperatives that offered about the same type of services
and, at the same time, the facilities
used were owned by the members. This
would tend to eliminate the effect of
renting facilities and also the effect
of recent expansion, and would tend
to be a more representative figure to
be used as a guide.

assets

Ratio of average total assets to
fixed assets for the various cooperatives, 1946-1948
Range of
Average
percentage
of range
Cooperatives

Table 30.
average

.

1

1

1

1

Upper fourth
Serond fourth
Third fourth
Lower fourth
Entire group

1:1 to
7:1
8:1 to 15:1
16:1 to 27:1
28:1 to 61:1

4:1
11:1
20:1
46:1

1:1 to 61:1

28:1
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Cost of Goods Sold to Merchandise

Inventory
of this ratio is to indicate the rapidity of the association's

annual inventory turnover. This gives
a good clue to the use that is made of
If
the capital for operating purposes.
the ratio is high then it is indicative
A low
that the capital is working.
ratio shows that the cooperative is
handling slow-moving goods, or that a
large amount of capital is tied up in
inventory. This ratio is determined by
dividing the cost of goods sold by the
merchandise inventory.

The cooperatives

in the

upper fourth

had an average annual turnover of 29
times, with the highest turnover being
Nineteen of the
69 times (Table 31).
cooperatives had an average annual
turnover within the range of 12:1 to
20:1, with the greatest concentration in
the range of 12:1 to 14:1.
This ratio may be influenced- a great
by the cooperatives' operations.
Some cooperatives make an effort to
reduce their merchandise inventory to
a low figure at the end of the year.
This practice tends to show a very favorable inventory turnover. To take out
this
monthly inventories
influence
would be more accurate and provide
a better guide in determining the rate
of turnover.
Even though this monthly ratio was not obtained, it appeared
that
the cooperatives having high
ratios were using their capital more
efficiently than the nine cooperatives
in the lower fourth (Table 31).
It is
possible, however, that the cooperatives
in the upper fourth were following the
practice of not stocking an adequate
amount of goods for their patrons, while
showing a very high ratio at the same

deal

time.
Table 31. Ratio of average cost of goods sold
to average merchandise inventory for the
various cooperatives, 1946-1948.

Range

Cooperatives

Upper fourth
Second fourth
Third fourth
Lower fourth

|

Table 32. Ratio of average gross margins to
average gross purchases by patrons for the
various cooperatives, 1946-1948.

Average

Range

The main value

of
ratios
69:1 to 21:1
20:1 to 15:1
14:1 to 12:1
10:1 to 4:1

Average
1

1

of range
29:1
17:1
13:1
7:1

31

of
ratios

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire

1

of range

to 8:1
to 9:1
to 10:1
to 20:1

7.7:1
8.3:1
9.6:1
16.5:1

5:1 to 20:1

10.5:1

5:1
8:1
9:1
10:1

group

1

Gross Margins to Gross Purchases
This particular ratio is most important in an indirect way. If a cooperative followed the practice of selling on
a very low gross margin then this factor

would influence the other business

especially the net margin figure.
In order to show the general policy of
selling by the various cooperatives and
to incorporate the influence of this ratio
on other ratios, it is presented in Table
rritios.

32.

Of the 36 cooperatives studied, 28
operated on a range of seven to ten
percent gross mark-up. Only one cooperative operated below seven percent,
and only seven had a mark-up above
ten percent.
There were 18 cooperatives in the two middle groups that
had only a two percent difference
(Table 32). Since so many of the associations made about the same percentage mark-up on their goods to determine the selling price, it appeared
that the low net margin for the lower
group was for some other reason. The
similarities

in

mark-ups

seemed

to

strengthen the validity of the assumption made previously concerning the
ratio of net margins to current liabilThis same reasoning strengthens
ities.
the assumption that will be made later
where the net margins are related to
total

volume

of business.

Operating Expenses to Total
Volume of Business
This ratio reflects operating expenses
as a percent of the total volume of bus-

Operating expenses include the
of salaries and wages, depreciation, rents, salaries and expenses
of directors, and taxes.
This ratio not
only gives the overall operating costs
corapared to total volume, but it is useful in connection with other ratios,
iness.

major items
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Table 33. Ratio of average tolal operating
expenses compared to the average total
volume of business for the various cooperatives,

1946-1948.

Range
Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire group

of
ratios

1

1

Average
of range

.057:1
.072:1
.086:1
.167:1

.038:1
.064:1
.080:1
.116:1

.024:1 to .167:1

.075:1

.024:1
.058:1
.073:1
.094:1

to
to
to
to

especially those showing the percent-

ages of each operating expense compared to the total operating costs.
An average of 7.5 cents out of each
dollar of business was incurred as operating expenses for the cooperatives as
a whole, with a range from 2.4 cents
for the most favorable to 16.7 cents per
dollar of business for the least favorable association (Table 33). The upper
fourth spent an average of 3.8 cents
for each dollar of business compared to
an average of 11.6 cents for the lower
fourth.

Twenty out

of 36 cooperatives oper-

ated on a ratio above the average while
the remaining 16 were below the averOnly three cooperatives had an
age.
operating expense above 11 cents for

each dollar of business. The second and
groups were very close to the
average and the 18 cooperatives in these
two groups had a spread of only three
cents per dollar volume of business.
The range for the upper fourth and the
lower fourth was wider, being three
cents and seven cents per dollar of
volume, respectively, (Table 33).
There seemed to be no consistent rethird

lation between the volume of business
and total operating expenses (Table 34).

The nine cooperatives in the upper
fourth had an average volume of business of $233,755 compared to $246,239
for the lower fourth. The operating expenses were $8,772 and $28,630, respecTable 34. A comparison between the average
operating expenses and average volume of
business for the various cooperatives, 19461948.

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth

Average

Average

operating
expenses

volume

total

233,755
189.942
172,279
246,249
210,556

$

$

Average

8.772
12,169
13,742
28,630
$ 15,289

Total

$569,831

$
$7,580,034

.
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tively.
Indications were that the larger cooperatives were either very efficient or very inefficient. The second
fourth and third fourth had both total

volumes and total operating expenses
that were almost the same.
The cooperatives in the lower fourth
had a great deal of influence on the
average of the entire group. Twentyseven cooperatives were below the average for the entire group.
This indicates that the lower fourth was not
as favorable as was shown in Table 34,
since nine cooperatives influence the
average so much.

Wages
Volume

Salaries and

The purpose

Gross

to

of this ratio

is

to

meas-

ure the efficiency of the personnel of
the organization rather than the size of
the individual's salary, or the
of

number

employees working in an association.

This ratio indicates the amount spent
for salaries and wages for each dollar
of business carried on by the association.
It also shows the percentage of
the total gross income used in paying
salaries and wages.
The ratio is determined by dividing the amounts paid
out in salaries and wages by the gross
volume of business of the association.
In this analysis money paid to direcwas excluded, but commissions
paid to managers and other employees
tors

were included in salaries and wages.
Total gross volume included all the
business carried on by the cooperative,
including both purchasing and marketing activities.

The cooperatives with the least expenditure for wages and salaries on a
per dollar basis spent less than 1 cent
for each one dollar of business.
The
cooperative with the highest expenditure for wages and salaries spent 6.9
cents for each dollar of business. The
nine cooperatives in the upper fourth
had a range from less than one to 1.7
cents, or an average of 1.2 cents, for
each dollar of business.
In contrast,
the nine cooperatives in the lower
fourth had a range from 3.2 to 6.9 cents,
or an average of 4.3 cents, for each dollar of business (Table 35).
Twenty-

Operating Policies and Practices of Cooperative Purchasing Associations in Miss.

Table

Ralio of average expenditure for
to the average total

35.

and wages

salaries

volume
tives,

of business for the various coopera-

and wages when compared
volume of business.

salaries
total

Range

of
ratios

I

1

Average
of ratio

.017:1
.023:1
.031:1
.069:1

.012:1
.020:1
.026:1
.043:1

.007:1 to .069:1

.026:1

.007:1
.018:1
.024:1
.032:1

Entire group

to
to
to
to

Net Margins
The use

The association having the highest
had the smallest volum.e of busi-

ratio

whereas, the cooperative with the
lowest ratio had the largest volume of
ness,

The

six largest associations
salaries and wages
of business comparthe six cooperatives
volume of business.

spent 2.4 cents in
out of each dollar
ed to 3.6 cents for
with the smallest

The second fourth had an average

of

$164,477 volume of business compared
to $3,377 in salaries and wages, or an
average ratio of .02:1. The third fourth
had an average volume of business of
$196,506 compared to an expenditure
of $5,182 for salaries and wages, or an
average ratio of .026:1. This relationship is not consistent with the one that
existed between the six largest and the
six
compared
smallest
cooperatives
previously. This indicates that factors
other than size of business also affect
the proportion spent for salaries and
wages. It is possible that some of the
new managers were not receiving a
salary as high as those who had been
employed for a longer time. Thus, the

cooperatives operated by new managers
would have a more favorable ratio. The
managers' salaries in these associations
constituted a relatively large percent of
the salaries and wages expense.
It is possible that some of the cooperatives have a large volume of business due to their location in a favorable trade area and at the same time
pay about the same salary for their
manager as was paid in less favorable
areas.
This would tend to influence

ratio.

Even though

this

influ-

ence may have been prevalent, this
reason alone was not adequate to exthe

variations

existing

ratio

Volume

compares the

earnings of the association to the total

policies,

business.

to Total

of this

volume of business. If
have comparable pricing

four of the 36 cooperatives had a ratio
of less than the 2.6 cents per dollar
volume of business.

plain

to

1946-1948.

Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth

their

33

between

the

ratio

of

associations
and credit

net margins to

volume is an excellent guide in
showing earning efficiency. The pricing policies of the cooperatives were
very similar, since a majority of them
total

followed the practice of a ten percent
gross mark-up. This practice strengthens the use of the ratio of net margins
to total volume of business.
There
were, however, a few of the cooperatives that followed either a higher or
lower gross mark-up than the majority.
Consideration will be given to these
differences in the following comparison.
Consideration will also be given to the
credit policies of the associations in
evaluating the comparison of the earnings for the various cooperatives.

The nine cooperatives in the upper
fourth had a range from *9.6 cents to
6.6 cents, or an average of 7.7 cents,
in net margins per dollar of business
(Table 36). The lower fourth only realized 2.2 cents in savings per dollar
of business. This difference in earnings
for the upper fourth and the lower
fourth was not too significant due to
their pricing system. Those in the lower fourth had an average gross mark-up
of 8.4 percent compared to 11.8 percent for the upper fourth. This gives
a difference of 3.4 percentage points
between the two groups. This partially
offsets the difference in the average
ratio of 5.5 percent in the comparison
of net margins to total volume.
From
these computations a difference of 2.1
percent in the earning efficiency was
prevalent after variation in the pricing
policy was considered.
The spread in
the average ratio for the second fourth
and the third fourth contained differences in the pricing policy of one percent, being 10 percent and 9 percent
gross mark-up, respectively. After accounting for the influence of this price
policy, there was a difference in efficiency of .8 of 1 percent in these two
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3G.
The ralio of Ihe average nel margins to the average total volume of business
for the various cooperatives, 1946-1948.

Table

of
ratios
to
to
to
to

.077:1
.060:1
.042:1
.022:1

.096:1 to .005:1

.047:1

Consequently differences in
groups.
the earning power of the associations
was not as great as indicated in Table
36.

The upper fourth had a more favorable credit policy than the nine coThe
operatives in the lower fourth.
accounts receivable were 23 percent of
the current assets for the upper fourth
and 27 percent for the lower fourth.
The credit policy for the second fourth
and third fourth was almost the same.
By analyzing the effect of the credit
policy and the pricing systems for the
various groups there was definitely a
difference in the earning efficiency of
the various cooperatives.
There was some relation between the
and the net margins of the various cooperatives. Those
having a volume of business over
$300,000 were in either the upper fourth
The largest asor the lower fourth.
sociation, which had a volume of more
than $700,000, was third from the botsize of the business

tom

in its earning efficiency.

On

the

other hand, the second most efficient
cooperative had a total volume of
$455,000.

The

associations

Average

of range

.066:1
.052:1
.032:1
.005:1

.096:1
.065:1
.045:1
.031:1

1948.

Average

Range
Cooperatives
Upper fourth
Second fourth
Third fourth
Lower fourth
Entire group

Table 37. A comparison of the average net
margins and the average total volume of
business for the various cooperatives, 1946-

making up

net

margins

Cooperatives

Upper fourth

$ 16,096
9,177
8,313
5,797
$ 9,896

Second fourth
Third fourth

Lower fourth
Group average
Group total

_

$356,252

Average
volume of
business
$

210,259
152,901
212.132
266,923
210,556

$
$7,580,034

the lower fourth had a larger average
volume than any other group (Table
The second fourth had the small37).
est average volume of business, yet
their net earnings were second, (Table
With the exception of the upper
37).
fourth the net margins seemed to be
smaller as the average volume of busi-

ness increased.

with

a very
in the

were

Two

large associations

favorable earning ratio
upper fourth and influ-

enced the average volume.
The services offered should be considered in the evaluation of this ratio.
If a cooperative
is
furnishing seedcleaning equipment, cold storage services, etc., of a break-even basis, then
a less favorable ratio will result.
Apparently this was true in two or three
cases, but the majority of the associations were similar in the type of services offered, their pricing policies, and
their credit policies.
Due to similarities among most of the cooperatives,
the differences in the earnings figures
were probably due to the over-all efficiency in their operations.

CHAPTER

VIII

SUMMARY
Cooperatives covered in this study

Bureau

Farm

Federation,

county

were organized or reorganized in two
specific periods, 1934-1938 and 19441949.
About one-third had been re-

agents, Mississippi Federated Cooperatives (AAL), Farmers Home Adminis-

organized since their original charter
was granted. The original organization
of cooperatives was carried out by
county agents and farmers working together in 55 percent of those studied.
The funds for organization expenses
for the cooperatives were obtained from
farmers in over 50 percent of the cases
studied. Other agencies paying for the
organization
expenses included the

ity.

tration,

and Tennessee Valley Author-

None

of these agencies represent-

ed a large percentage of the total studied.

Most of the money used for original
investments was obtained from accumulated savings, and by issuing certificates of indebtedness.
The organizations using accumulated savings usually
rented facilities until enough funds
from operations could be built up to
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enable expansion.

In 20 percent of the

were obtained by issuing
The other
certificates of indebtedness.
sources of funds were direct loans fron^.
agencies other than the farmers themThe methods of financing by
selves.
accumulated savings and the issuing of
cases funds

tended
indebtedness
of
toward a more complete ownership by
members. It is probable that this sense
of self-ownership is important in the
operation of an association, because it
is likely that the members who have an
investment in an association will prob-

certificates

ably patronize

it.

had to borduring each
capital
year's operation, especially during the
peak seasons just before crops were
planted and during the harvest season.
The local cooperatives that were members of the Mississippi Federated Cooperatives (AAL) obtained credit by
Most

row

of the cooperatives

operating

buying goods through this organizaOther
tion on a monthly credit basis.
cooperatives that were not members of
the federation obtained their funds
from other local cooperatives, the Bank
and commercial
for
Cooperatives,
banks.

The cooperatives studied had an

ac-

tive membership of about 1,600 per
association. There had been a gradual
increase in membership each year since
associations
were started. The
the

policy used in determining membership
in the associations was based upon an
application of the patron to become a
member and the acceptance by the
manager or the board of directors. Some
associations considered all patrons as
members, and seven of the associations
required a membership fee of one dollar.
Having the prospective member
sign a membership application was the
most prevalent method used. Upon becoming a member each person was al-

lowed one vote on matters pertaining
to the

operation of the association.

The attendance of members at annual meetings averaged about 20 percent for the entire group of cooperatives studied.
Fourteen of the associations had less than an average of five
percent of their members present. The

Mis.j.
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associations having 50 percent or more
of their active members as landowners
and those giving annual barbecues and
pi-^nics had the highest percentage attendance of their members at the an-

nual meetings.

A

good attendance

at

the annual meeting is essential for the
best operation of a cooperative, since
it seems logical to expect a better informed membership to patronize the
association and to see that the association best meets their needs.

Informing members about the operawas carried on
by annual meetings, personal contact,
periodicals, field
service demonstration of the cooperatives

tions

and individual news

letters.

An

annual meeting was the method mentioned m.ost frequently as a means of
informing members. Since the meetings were only about two hours long
and were held only once each year, it
is doubtful that the job of informing
members about the operation of the
business was accomplished very successfully.

The number of directors in each association varied from five to eighteen,
with about 75 percent of the associations having seven directors. The term
of office for the directors was two
years.
In most cases the staggering
method of election was most prevalent.
The associations following other methods of election were not taking advantage of the safeguard offered through
the use of the staggered method of
election.

The attendance at the director^*'
meetings was about 80 percent. There
was no significant difference in the average attendance of directors among
the various associations based on the
number of directors. Meetings of the
directors were held monthly in 17 associations

and quarterly

in 20 associa-

tions.

Directors were elected at the annual
meetings by a membership vote of oneman one-vote method. The majority of
the associations followed the practice
of having open floor nominations. Five
associations used a nominating committee to select nominees for directors.
There was some indication that nom.i-

36
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nees for board members were selected by a few members by taking advantage of the use of the nominating
committee.

having a large trade area had a larg-

In a majority of the associations the
directors were very active in establishing policies of operation but left the
general operation of the association in
the hands of the manager. There were,
however, some indications that the directors were not as active as they
should be and all of the responsibility
of both operating policy and general
operations was left entirely up to the
managers. One association had a completely dominating board and did not
allow the manager to use his own initiative at all.
Fourteen of the cooperatives did not pay their directors,
whereas, the remaining associations
followed the practice of paying a certain sum per meeting and mileage, or

ployed by the associations had one year
or more in college, and about 25 percent
of the total had four years of college
work. The managers also had an average of approximately ten years experience and a majority were well qualified
to fill the manager's position.
There
was a lack of understanding of the co-

just paying them so much per mile to
offset expenses incurred in going to and
from the meetings. There was no rela-

tionship between attendance and compensation paid to directors.

The managers of the cooperatives
had been employed by the associations
for an average of about five years and
several associations reported that they

had never employed any other manager.
Thirty-five percent of the associations reported that the reason for
changing managers was because their
previous manager went into business
for himself.
All indications were that
the turnover in management personnel
was fairly slow, since in only a few
cases were the previous managers discharged. About 80 percent of the associations had no type of training program for other personnel of the association in case there might be a vacancy of the manager's position.

The average salary of the managers
was approximately $3,800 per year, including bonus and commissions.
The
determination of the manager's salary
seemed to be based upon education, experience and volume of business, with
volume of business being the most important factor. Volume of business depended to a large extent on the area
location.
of
Therefore, cooperatives

volume of business and paid their
managers more.
er

Over one-half

operative

of the

principles

managers em-

by some

of

the

managers, especially where there was
a tendency to pick board members that
were favorable to the manager.
In
nearly all cases the managers took care
of all operating practices and did the
hiring and discharging of other personnel. The managers, in addition to their
regular job, aided the community as a
whole by putting on field demonstrations, carrying out improvement pro-

grams,

etc.

The

associations accounted for their
patron's equities by listing them as
book credits, issuing stock, or by the
card index method. Book credit was
by far the most prevalent method employed in keeping the patron's equity
accounts. Almost half of the associations had no provision for paying off
the accrued equities of their patrons.
The others follov/ed the revolving-fund
plan which ranged from one to eight
years. The associations that were members of the Mississippi Federated Cooperatives (AAL) and were on a re-

volving-fund plan of less than seven
years were taking a great deal of risk
by paying off equities that they were
to

receive at a later date.

seem much more desirable

It

for

would
these

adopt the same type
of revolving-fund plan as that used by

associations

to

the Federation.
In order to determine the
selling
price of commodities most of the cooperatives followed the practice of adding about ten percent to the cost of the
goods. Most of the associations wanted
sell at prevailing market prices, if
these prevailing prices did not exceed
the ten percent gross mark-up on the
cost of goods.

to
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Some marketing was done by all exCotton
cept five of the cooperatives.
was handled on a 25 to 50 cents per
bale basis, whereas, most of the other
products were handled on a ten percent commission basis. The price prevailing in the local market was used
by most cooperatives as the basis of
establishing prices paid to farmers for
products purchased from them. A combination of the local and central market prices was used by 12 of the associations.

were

usually
the
managers and directors. The cooperatives that were members of the Mississippi Federated Cooperatives (AAL)
made operating statements more frequently than other associations. This
was probably due to the close supervision of the auditing department of
The same was true
the federation.
with the frequency of making audit reMost cooperatives followed the
ports.
practice of making quarterly and semiThese reports
annual audit reports.
were used by the managers and directors and were read at the annual meetIt is doubtful if
ing to the members.
the members learned very much about
the operation of the association by hearing the audit read. It seems that visual
aid posters properly prepared would
improve the use of these audit reports
in bringing about a better informed

Financial

statements

made monthly and were used by

membership.
Three associations had a very low
current ratio. Their position was such
that the current assets of the association were less than the current liabilities.
One other significant characteristic was that the larger associations as
a rule were the ones having a very low
current ratio. Over 50 percent of the
associations had a current ratio of less
than 2 to 1, which is usually recom-

mended

as a

minimum

for

sound busi-

ness.

Several of the associations having a
ratio, also had an unfavorable ratio of accounts receivable to
current assets. The associations in the
unfavorable positions were losing
money on bad debts, and yet were hav-

low current
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ing to borrow operating funds more
extensively than associations which
were not extending as much credit.
The policy of liberal credit and the
losses resulting from poor collections
also reduced the net margins of such

These losses had to be
supported by the patrons who paid for
their goods in cash.
The associations
that had a high ratio of accounts receivable to current assets were handicapped by not having sufficient capital
to purchase larger quantities for cash
associations.

and get the benefit

of

volume

dis-

counts.

In comparing the net margins to
the current liabilities, or the earning
power of the associations, it was found
that the six cooperatives having the
lowest earnings were also extending
the most credit to their patrons. These
associations were earning only 22 cents
for each
as,

one dollar in

liabilities,

where-

the most favorable group of cooper-

atives were earning six dollars for each
one dollar of current liabilities.

The earning power of the cooperabased upon total assets, seemed

tives,

to indicate that those having the least
invested in total assets were showing

the greatest net earnings to their paThis would indicate that the
associations having large investments
were not utilizing their assets as efficiently, or that they had over-expanded, unless they were furnishing a needed service at a break-even cost. Since
most associations were comparable in
practices of operation, there would seem
to be no good reason for the associations with larger investments to be less
efficient unless they had poor utilization of facilities or over-expansion.

trons.

There appeared to be no significant
relation between the size of business
and the credit policy but that accounts
receivable were more prevalent in the
Delta area and in the areas where
dairying was carried on extensively.
In the dairying section credit was extended much more freely since many
producers bought feed and supplies
and paid for them at the end of each

month.

The cooperatives having the

largest
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capital in fixed assets were
cooperatives, and they had
not depreciated their facihties as the

amount of
the newer

Since
cooperatives had done.
true, there seemed to be no
indication that these associations had
an unusual proportion of their capital
invested in fixed assets.
older
this

was

There was no consistent relation between volume of business and operating expenses. However, it was found
that the associations with the largest
volumes of business were either the
most or the least efficient, based upon
the ratio of operating expenses to the
total volume of business.

There were definite indications that
of the associations were using
their personnel to a greater advantage
than others. Indications were that the
proportion of expenses for salaries and
wages was affected some by the volume
of business, but this did not seem to be

some

consistent.
Since the amount of salaries and wages was not related to any
degree to volume of business, other reasons must explain why some associations were operating with less expenditure for salaries and wages than others.
It is possible that
some associations

have hired personnel that were not
needed, since the expenditure for sal-

aries and wages was 4.3 cents per dollar of volume for the lower fourth compared to only 1.2 cents per dollar of
volume for the upper fourth.

The relation between net margins
and total volume of business indicated
that the associations having over
$300,000 in volume had either the highest or the lowest net margins.
About
an equal number of the large associations were in the upper fourth and the
lower fourth.
These evaluations for the various
ratios were not complete within themselves, since there were other influences that entered into the actual operation of the various cooperatives.
Some of these influences were area of
location, degree of cooperative interest

community, custom of operation
by the people in the area, the amount
of service rendered to patrons, and
in the

community

All
progressiveness.
of
these factors could not be measured in
quantitative terms, consequently, comHowever,
plete evaluation is limited.
the business ratio analysis is probably
one of the best methods available for
testing the conditions for success of a
cooperative, especially from the economic point of view.

